SUMMARY ANALYSIS OF AMENDED BILL

Franchise Tax Board

Author: Robert Pacheco Analyst: Kristina North Bill Number: AB 53
See previous
Related Bills: anal ysi s Telephone: 845- 6978 Amended Date: March 1, 1999

Attorney:  Doug Bramhal |  Sponsor:

SUBJECT: Personal Exenption Credit For Child/ Al ow Noncustodial Parents To C aim
Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as introduced
X December 7, 1998.

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED DECEMBER 7, 1998, STILL APPLIES.
X OTHER - See comments bel ow.

SUMVARY OF BI LL

Under the Personal Incone Tax Law, this bill would allow a noncustodial parent to
cl aima personal exenption credit for each child of that parent if that parent
has paid all court-ordered child support, as specified.

SUMVARY OF AMENDMENT

The March 1, 1999, amendnent restructured the credit |anguage and clarified that:

1) a “noncustodial parent” is the parent providing less than half of the child' s
support and the parent with whomthe child does not I|ive;

2) a “child” is a mnor child or an unmarried child who is 18 or older, a full-
time high school student, and not self-supporting; and

3) “court-ordered child support paynents” are anmounts ordered to be paid by the
court for the support of a child or regular installnments of delinquent anmounts of
child support ordered by a court. By defining “court ordered child support
paynments” to include regular installnments of delinquent anmounts, not all ampunts
owed, the nunber of individuals who could qualify for this credit grew,
increasing the original revenue estimate.

In addition, the March 1, 1999, anendnent renoved a confusing reference to

I nternal Revenue Code section 152(e) and noved a requirement regarding courts
determ ning child support fromthe Revenue and Taxation Code to the Famly Code
and changed the requirement to instruct courts not to consider the credit anount
when determ ning child support.
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The March 1, 1999, resolved all of the departnent’s inplenentation and technical
consi derations. Except for the new technical considerations, the new revenue
estimate, departnent costs stated bel ow, and the Board Position, the remainder of
the department’'s analysis of the bill as introduced Decenber 7, 1998, stil
appl i es.

Techni cal Consi der ati ons

In 1990, state |aw provided that the first dependent required to qualify a
head of household could not be clained as an exenption credit. AB 3086 (Ch.
846, Stats. 1990) renoved that Iimtation, allowi ng a head of household to
claima dependent credit for each child. AB 3086 nade ot her changes,

i ncl udi ng addi ng subsection (j) (anmended to be subsection (k) by this bill)
to specify a January 1, 1990, operative date for those anendnents.

According to the departnent's legal staff, the operation date for anmendnents
made by AB 3086 is no |onger necessary in the Code. The author may wish to
del ete subsection (k) to avoid any confusion as to when the provisions of
this bill are operative.

Depart nent Costs

Total departnmental costs to inplenent this bill are estimated at $210, 000
for 1999/2000 and $165, 000 in 2000/2001. The departnmental costs woul d be
attributable to potential taxpayer questions and taxpayer errors related to
t he new noncust odi al parent dependent credit.

Tax Revenue Esti mate

The revenue inpact of this bill, under the assunptions discussed below, is
estimated to be as foll ows:

Revenue | mpact of AB53
For Taxabl e Years Begi nning 1/1/99
Assunmed Enactnent After 6/30/99
Fi scal Years
(In MI1ions)
1999/ 2000 2000/ 2001 2001/ 2002 2002/ 2003
($195) ($200) ($205) (%$210)

Thi s anal ysis does not consider the possible changes in enploynent, personal
i nconme, or gross state product that could result fromthis proposal

Any behavi oral inmpact on taxpayer child support conpliance is not
anticipated to be particularly significant over the initial years. It is
estimated that approximately $2 million in credits claimed woul d be
attributable to taxpayer behavior and would primarily be fromthose obligors
who currently pay on a regular basis but are occasionally late with their
paynments for both current and arrearages. This mnor incentive does not
affect the rounded estimates above.
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Tax Revenue Di scussi on

Revi sed revenue | osses above reflect an increase of $15 million for

1999/ 2000, and $20 million for fiscal years 2000/2001, 2001/2002 and

2002/ 2003 fromthe previous version of this bill. This increase is
attributable to allowi ng obligor’s who have arrearages to qualify for the
credit if they are current with all child support, including installnents of
arrear ages.

Based on information fromthe California Departnment of Social Services
(CDSS), the U S. Statistical Abstract and the department’s personal incone
tax nodel, it is estimated that approxi mately 150,000 additional individuals
woul d qualify for the credit with incone averagi ng between $18, 000 and
$20,000. The average tax liability is estimated to be approxi mately $120.

Therefore, under this amendnment, approximtely 150,000 additi onal
i ndividuals woul d qualify for the credit for an additional revenue | oss of
approximately $20 mllion annually.

Wth the exception of allow ng obligor’s who have arrearages to qualify for
the credit if they are current with all child support including installnments
of arrearages, our previous analysis and assunptions for this bill still

apply.

Board Position

Neut r al

At its March 23, 1999, neeting, the Franchise Tax Board voted 2-0 to take a
neutral position on this bill as amended March 1, 1999.



